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Summary 


In 1977 Brazil made substantial progress in improving its external payments 
position and in reducing inflation. The outlook is less clear for 1978, 
partly because of drought in the agricultural south-center regions of the 
country. 


Since late 1976, the Brazilian Government has pursued a policy of lower 
growth. Having relied largely on monetary measures, the authorities 
concluded that they would have to restrain public sector investment 
spending, which had been increasing rapidly in the preceding years. 

In a further step, Finance Minister Simonsen, in May 1977, was given new 
powers to control prices. Results of these new policies began to be 
felt by mid-1977. The 46.3 percent inflation rate of 1976 was reduced 
to 38.8 percent in 1977. 


Brazil's current account deficit was $3.9 billion in 1977, compared to 
$6.0 billion in 1976. The trade account showed a small surplus of about 
$140 million. Brazil's external financing requirements were substantially 
lower in 1977 than in previous years. The external debt, public and 
private, reached an estimated $31.2 billion; foreign exchange reserves 
rose to $7.2 billion. 


Brazil's GDP was on the order of $164 billion in 1977, or $1,452 per 
capita, in terms of current dollars. Real GDP growth fell to 4.7 per- 
cent, well below the 9.2 percent growth of 1976, contributing to a 
growing sense of frustration in various sectors of the economy. Powerful 
industry associations, particularly the capital goods and electrical 
equipment manufacturers, have expressed fears of growing excess capacity 
from 1978 onward. Some associations are demanding further protection 
from imports and restrictions against the new entry of foreign firms. 


In 1978, efforts to improve the balance of payments and the fight against 
inflation will continue to guide Brazilian policy, but the task will be 
complicated by the effects of the drought. The authorities hope to hold 
price increases this year to a 30-355 percent range. Exports will suffer 
from supply shortages of certain agricultural products and are unlikely 
to show significant gains. Because of the mix of policies chosen by 

the government, the economy's rate of growth may be marginally higher. 


Part A: Current Economic Situation and Trends 
Overall Performance 


Brazilian economic policymakers stressed two priorities in 1977: a 





substantial reduction in the inflation rate, partly through restraint on 
investment spending by public sector companies; and improvement in 
external payments, by expansion of exports and continued restraint on 
imports. 


Year-end results for 1977 indicate that progress was made in both areas, 
particularly in the trade sector. Inflation, as measured by Brazil's 
general price index (a weighted average of domestic wholesale and retail 
prices), declined from 46.3 percent in 1976 to 38.8 percent. There was 
Significant improvement in Brazil's trade account, which was reflected 
in a reduced current account deficit. Exports increased 20 percent in 
1977 to $12.1 billion. Imports declined slightly, leaving a small 

trade surplus of $140 million, the first surplus in four years. About 
half of the increase in exports was attributable to manufactured and 
semi-processed goods, with the other half representing higher export 
receipts from primary products, especially agriculture. Exports of the 
capital goods sector set the pace with a 46 percent increase, settling 
in at $1.3 billion for the year. Soybeans and soybean products (including 
oil) were in second place, rising by 21 percent to $2.1 billion. Coffee 
(including soluble) was the largest export item, closing at $2.6 billion. 
Exports of iron ore declined to $908 million. 


The Government's anti-inflation program, not suprisingly, resulted in 
sharply lower economic, growth. GDP, in real terms, rose by only 4.7 
percent, compared to 9.2 percent in 1976. Government-decreed monthly 
adjustments to wages, which had tended to exceed the cost-of-living 
from 1974 until the third quarter of 1976, have since been held below 
cost-of-living increases. While in recent months the authorities have 
permitted wage adjustments to exceed the annual rate of increase in the 
general price index, wage increases have nevertheless continued to lag 
behind inflation as measured by increases in the cost-of-living. 


Looking to 1978, government officials have spoken of consolidation of 
the results achieved in 1977. The basic objectives are: 


(1) maintenance and, if possible, enlargement of the trade surplus; 
(2) further reduction in inflation; and 


(3) continuation of moderate economic growth (i.e., 5-6 percent 
real GDP increase). 


Policies to pursue these objectives include low ceilings on bank credit, 
close control over wages and prices, and maintenance of the export 
incentive system for manufactured goods. Severe import restrictions 
are also expected to continue. The authorities are permitting modest 





growth in public sector investment spending (up about 1O percent in 
real terms) and have approved some increase in lending by the National 
Development Bank (BNDE). These measures are expected to provide a 
mild stimulus to the industrial sector. 


The government's effort will be complicated by the expected decline in 
agricultural production--largely due to drought in the south-center 
regions--and by lower world market prices for certain agricultural 
commodities, especially coffee. This combination of factors is likely 
to cut into agricultural exports, such as the important soybean and 
coffee groups. In addition, the authorities will have to resort to 
imports to meet supply shortages in the domestic market and curtail 
upward pressures on prices. 


Inflation and Monetary Policy 


Wholesale prices rose more slowly in 1977 than the general price index-- 
35.5 percent as compared with 38.8 percent--and significantly less than 
the 44.9 percent rise in wholesale prices in 1976. On the other hand, 
the cost of living in Rio de Janeiro continued to increase more rapidly 
than the general index; at 43.1 percent, the rate showed little change 
from 1976 (44.8 percent). In a number of other cities, cost-of- living 
increases significantly exceeded the Rio index. 


Factors reducing pressure on prices were the policies holding financial 
(e.g., monetary correction) and wage adjustments below the prevailing 
rate of inflation. Using a moving weighted average of the wholesale 
price index for the preceding 12-month period (beginning in July 1975), 
average wage adjustments during the months July 1976 to December 1977 
amounted to approximately 91 percent of increases in the index; monetary 
correction adjustments amounted to only about 79 percent. In addition, 
the Minister of Finance used his new powers over administered prices to 
Slow increases, thus seeking to reverse inflationary expectations. 


The GOB was successful in lowering inflation despite at best only modest 
monetary restraint. Expansion of bank credit to the private sector rose 
50.6 percent in 1977. The growth of the money supply (M1) was 37.5 
percent--about the same as in 1976 (37.2 percent). The heavy cost of 
agricultural credit programs and the redemption of treasury bills by 
publielyowned corporations (anticipating year-end cash requirements), 
were principal factors responsible for the expansion of the money 

supply in excess of the 25 percent growth target. (The latter factor, 
however, was partially offset by measures taken before the end of the 
year. ) 


In late 1977 the Finance Minister moved forcefully to curtail the rapid 
expansion of the monetary base; measures included (1) a firm ceiling on 
Bank of Brazil credit, (2) increases in reserve requirements for private 





commercial banks to 40 percent (cash and treasury bills), (3) an increase 
in the rediscount rate to 30 percent, and (4) temporary sterilization 
of the proceeds of external loans at the end of 1977 (now lifted). 


The Government's Monetary Budget for 1978 anticipates sharp reductions 
in both credit and money supply growth rates. Overall credit to the 
private sector is slated to expand 31.9 percent during 1978, with 
lending for agriculture expanding by 32.4 percent. The money supply 
increase is provisionally targeted at 25 percent. 


Industry 


Industry was hit hard by the government's anti-inflation policies. The 
sector grew at about 4 percent in 1977, as against 11 percent in 1976; 
manufacturing was down from 10.5 percent to 2.3 percent. The automobile 
industry showed an absolute decline; automobile production was 919,000 
units, down from 985,000 units in 1976. The electrical-electronic 
industry grew by 5 percent, compared with 55 and 20 percent in 1975 

and 1976. Both industries are heavily concentrated in the Sao Paulo 
area. 


Leading industrial growth in 1977 was in steel, capital goods, petro- 
chemicals, and cement. Steel production rose by 21.7 percent, reaching 
11.2 million tons. Output of mechanical capital goods (including machine 
tools, textile machinery, and heavy mechanical equipment) increased by 
10.2, cement by 13.1, asphalt by 14 percent (through November). On the 
other hand, financing of home construction by the National Housing Bank 
(BNH) fell off significantly, and issuance of building permits declined 
from 1976 levels. Overall, however, construction activity held up well, 
increasing by 9 percent. The minerals sector, on the other hand, 
registered a 4.7 percent absolute decline, mainly related to weak world 
demand for iron ore. 


In spite of the lower rate of growth, there is yet no evidence of a 
substantial increase in unemployment. However, urban employment, 
estimated at3 percent, is increasing much less than urban population 

(6 percent per annum). In fact, the country's industrial hub, Sao 
Paulo, registered only negligible growth in employment during 19/7. 
Social pressures and competition for jobs thus may increase during 1978. 


Even though the government wishes to restrict growth to reduce inflation 
and imports, major projects in priority sectors, such as import substi- 
tution and hydroelectric power, are progressing rapidly. Work has 
started on Phase III of the steel expansion program; equipment orders 
should be placed by the end of the year. Construction of the cracking 
unit at the Third Petrochemical Complex, located in Rio Grayé do Sul, 
has also begun. 





Energy 


Brazil has so far been unable to reduce its heavy dependence on imported 
oil, despite an impressive, vigorously enforced oil conservation program 
and the rapid expansion of hydroelectric power. Brazilian crude oil 
production in 1977 totalled 60.8 million barrels, 3.4 percent less than 
output in 1976 and just 17.3 percent of the country's overall petroleum 
requirements, according to preliminary data. Decreasing production 
onshore in the Bahia basin accounted for the decline, more than offsetting 
the increase in offshore production. Apparent consumption of all 
petroleum derivatives amounted to 351.3 million barrels, some 2.4 per- 
cent higher than in 1976. Consumption of diesel oil rose by 6.7 per- 
cent, while gasoline consumption dropped by 3.8 percent. Petroleum 
derivatives accounted for an estimated 40-45 percent of Brazil's total 
energy consumption. During the year, exploration and development 
activities were centered on offshore fields. Delays were encountered 

in the installation of the production system in the offshore Campos 
basin, which is now scheduled to produce a total of 45,000 barrels per 
day by 1979. Alcohol production (to be mixed with gasoline in a 1:4 
ratio) from sugar for the 1977-78 crop year is expected to reach 1.6 
million liters (or 36.8 thousand barrels per day), a 150 percent 
increase over the previous year. Exploratory drilling has now begun 
under the first of the risk contracts signed between Petrobras and 
international oil companies. 


In 1976, Brazil's hydroelectric power plants furnished a total of 
81,468 GWh of electricity, about one-quarter of the country's total 
energy and a 14 percent increase in electric power consumption over 
1975. For 1977 consumption was up a further 13 percent. Construction 
is on schedule for the $7 billion Itaipu hydroelectric project, which 
will produce 12,600 megawatts of electricity by 1983; contract awards 
for the equipment will be made this year. The government has also 
initiated planning for the gasification of some of the country's large 
reserves of low-quality coal, with two projects in Rio Grande do Sul 
and Santa Catarina under consideration; chemical complexes would be 
located adjacent to the gasification plants. 


In the nuclear energy field, construction is continuing on Brazil's 
first commercial nuclear plant, Angra I, a Westinghouse-supplied 625 
megawatt light water reactor scheduled to start operation in 1979. 
Initial construction work has also begun on two German-supplied light 
water reactors--the first two under the German-Brazilian agreement-- 
designed to supply an additional 2600 megawatts of electric power by 
the mid-1980's. 


Agriculture 


While 1977 was a banner year for Brazilian agriculture, 1978 is expected 
to be a disappointing one. The prolonged dry spell in the important 





center-south agricultural regions has severely affected prospects for 
such important export commodities as soybeans, corn, and rice. Soybean 
production, which last year was 12.0 million tons, will be down sub- 
stantially. In regard to corn, of which Brazil exported 1.4 million 
tons in 1977, it now appears that substantial imports, upwards of 1 
million tons, will be required to meet domestic needs; in addition to 
weather-related losses, acreage for corn was also down because of the 
low prices at planting time last November. For rice, a staple item in 
Brazilian diet, large government stocks appear to obviate the need for 
imports. It is still too early to estimate possible effects of the 
drought on coffee production; reduction from earlier estimates, which 
were on the order of 20 million bags, is likely. Nevertheless, it 
appears that Brazilian supplies (including existing stocks) will be 
sufficient to cover domestic and export demand. 


In view of the smaller supplies and lower world prices for certain 
commodities, notably coffee, agricultural exports are likely to decline. 
At the same time, outlays for agricultural imports will be higher. 
Wheat imports will rise from 2.7 million tons to an estimated 4.3 
million tons, at a cost of approximately $530 million. In addition to 
corn, Brazil has also authorized the importation of up to 50,000 tons 
of meat. The government has removed barriers to the importation of 
soybeans for processing and re-export; at this time, it is unknown 
whether this will occur, 


Foreign Trade and Payments 


Brazil's external payments position improved substantially in 1977, 

but further improvement will be difficult to achieve this year. Brazil 
recorded a $2.3 billion improvement in its trade account for 1977, 

based on a 20 percent increase in export earnings to $12.1 billion, and 
a 2.8 percent decline in imports to $12,0 billion. The trade surplus of 
$140 million permitted a reduction in foreign borrowing compared to 1976 
and an increase in reserves to $7.2 billion at year end. Brazil's 
medium and long-term external debt, public and private, rose to about 
$31.2 billion. 


Coffee receipts increased by 10 percent, from $2.4 billion in 1976 to 
$2.6 billion in 1977. Exports of the soybean group (including oil) 

rose to $2.1 billion, compared with $1.8 billion in 1976. Cocoa (including 
cocoa butter), sugar (raw and refined), and orange juice also increased 
impressively to $531 million, $463 million, and $117 million. Primary 
product exports in general expanded by 14.5 percent, while industrial 
goods exports grew 30.2 percent. Exports of manufactured goods reached 
$3.5 billion, some 29 percent of Brazil's total exports in 1977; capital 
goods were the star performers within the group, rising by 46 percent 

to $1.25 billion. Iron ore performed poorly, with exports falling 9.5 
percent to $908 million. 





Imports continued to be subject to severe restrictions, including out- 
right prohibition of many goods, a 100 percent prior import deposit, 

the "law of similars" (requiring government entities to "Buy Brazilian"), 
and high tariffs. The cost of petroleum imports increased in 1977 by 
almost 6 percent, to $3.9 billion, and accounted for 32 percent of 
Brazil's total import bill. Non-petroleum imports declined from $8.7 
billion in 1976 to $8.1 billion. Intermediate goods imports rose slightly, 
to $3.9 billion, principally fertilizers and non-ferrous metals, while 
chemicals declined. Capital goods imports, on the other hand, were 
substantially lower, at $3.1 billion as compared with $3.5 billion in 
1976. Wheat imports were also lower, at $280 million. 


While the authorities hope to maintain and enlarge the trade surplus, 

the outlook for 1978 is necessarily uncertain. Exports of manufactured 
goods should continue to grow in 1978, with projections ranging from 

15 to 25 percent. Also, the authorities should be able to maintain 
imports at approximately current levels, even though some additional 
purchases will be required in the agricultural sector. On the other 

hand, reduced supplies and lower prices will adversely affect agricultural 
exports. Thus, despite the government's vigorous efforts, it is not 

clear whether Brazil will be able to maintain a trade surplus in 1978. 


Depreciation of the cruzeiro against the dollar amounted to approximately 
30 percent in 1977, as the government maintained its policy of discrete 
small devaluations. The continued satisfactory growth of manufactured- 
goods exports suggests that the exchange rate depreciation in 1977 has 
been adequate, within Brazil's existing regime of export incentives and 
severe import restraints. Brazil has encountered no difficulty in 
arranging foreign loans in 1977 and early 1978, including Eurodollar 
bonds issues. Brazil's borrowing needs are lower than in recent years 
and funds continue to be readily available in the Eurodollar market. The 
reduction in the rate of inflation and the improving trade account have 
contributed to confidence in Brazil among foreign bankers. While export 
growth approximately equalled the growth in foreign debt in 1977 for the 
first time in several years, export expectations suggest this-accomplish- 
ment may not be repeatable in 1978. 


Part B. Implications for the United States 


In 1977, Brazil imported $2.36 billion of U.S. goods, representing 19.7% 
of total Brazilian imports, compared to $2.84 billion in 1976, which was 
23.1% of total imports for that year. 


In recent months, the Brazilian Government has decreed a number of 
modifications of its import restrictions: (1) in June, the prior import 
deposit was waived in the case of machinery and equipment imported by 
government agencies and state enterprises and the import duties on 
electric power equipment were reduced by 80%; (2) in July, President 
Geisel granted petroleum equipment to be used in the development of the 





Campos Basin a two-year exemption from the requirement that state enter- 
prises buy Brazilian equipment whenever available; (3) in August, a 
number of items, including edible fruits, fish, animal fats, and certain 
motion picture cameras and projectors were removed from the list of 
prohibited imports; and (4) in September the prior import deposit was 
waived for a number of products, including copper, lead, zinc, metallic 
ores, aluminum scrap, and parts and components for the manufacture, 
repair of maintenance of aircraft. This waiver was also extended to a 
broad range of medical equipment provided it is financed by foreign 
credits of five years or more. 


These apparent relaxations in the import restrictions, however, were 
intended mainly to have an anti-inflationary effect and to deprive LAFTA 
suppliers exempt from the deposit of windfall profits; they should not 
be seen as a significant change in the government's import substitution 
policy. The changes benefiting government agencies and enterprises 
(except for the exemption of Petrobras from the "Law of Similars") will 
decrease the cost of imports but will not, in themselves, increase the 
volume of imports, which is fixed by quotas assigned to each agency. 

The Brazilian Government continues to push its import substitution 
policy vigorously, using such mechanisms as the investment incentives 
program administered by the Council for Industrial Development (CDI) and 
CACEX (the foreign trade department of the Bank of Brazil) and the 
continued denial of official credits for the purchase of foreign goods. 


In the projects approved for investment incentives by CDI during 1977, 
the share of imported equipment declined to 35%, compared with 43% in 
the same period of 1976. 


Brazil's import substitution policy limits imports virtually to essential 
industrial materials and to advanced types of machinery and equipment 

not produced in Brazil. In the latter category US products remain in 
strong competitive positions, as is shown by the high growth rates of 
U.& exports to Brazil of such items as machine tools, process control 
instrumentation, mining machinery, pumps, valves and compressors, thermal 
power equipment, and filtration and purification equipment. Highest 
investment priority will be given to the petroleum, petro-chemical, and 
electric power industries an?! US export opportunities in these sectors 
should be very good. 


It remains the Brazilian Government 's policy to encourage foreign 
investment in general, because of the impetus to growth and industrial 
development given by foreign capital and technology. On March 30, 1977, 
however, that policy was refined by resolution of the Council for Economic 
Development outlining an attitude of greater selectivity towards foreign 
investment in the future. Under the redefined policy, the CDI and other 
agencies granting investment incentives are to seek, on the one hand, to 
avoid monopoly situations, and on the other hand, to avoid an excessive 
number of producers of any given product. In the implementation of this 





policy, it has on occasion proven difficult to determine whether the 
product the foreign investor proposed to make is the same as that of 
existing Brazilian manufacturers as well as to make a judgment as to 
how many producers of a given product Brazil should have. This has 
created complications for several projects proposed by U.S. firms. 
Nevertheless, 1977 CDI approvals for U.S. projects, both wholly-owned 
and joint ventures, were substantially larger than in 1976; the value of 


U.S. investment projects approved by the CDI, rose from $150 million in 
1976 to $222 million in 1977. 





BRAZILIAN KEY ECONOMIC INDICATORS 


Exchange rate on March 27, 1978: 1978 
US$1.00 16.845 1976 1977 Change Projections 


National Accounts 
GDP in Current Dollars (billions) 1/ $145.9 $164 14.1% - 
GDP Growth in Constant Cruzeiros (3) 9.2% 4.7% - 4-6% 
Per Capita GDP, Current Dollars $1325 $1452 9.6% $1500-1600 
Gross Fixed Capital Formation 
(US$billions ) 34.8 36.5 4.9% $38-$40 


Manufacturing Production 
Annual Growth rate (%) 10.5% 2.3% 4-5% 


Automobiles (thousand vehicles) 985 919 ‘ 950-975 

Steel Ingots (million Mt) 9.2 11.2 ‘ 12.4-12.8 

Industrial Electricity Consumption for 16.8 18.7 ; 20-22 
Rio-Sao Paulo (billion Kwh.) 

Cement (million Mt) 4. 21.6 , 23-24 


Wage Trends 
Avg. Annual Minimum Guidelines for 41.25% 40.16% : 38-40 


Wage Adjustments 
Monthly Average Wages in Manufacturing 376 563 ‘ 750-800 
(Index: 1972 = 100) 


Money and Prices 
Money Supply (Ml, year-end, billions of Cr) 236.5 


General Price Index (1965-67 = 100) 1010 
Wholesale Price Index (1965-67 = 100) 852 
Cost of Living -Rio (1965-67 = 100) 877 
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Balance of Payments and Trade (US$ billions) 
Foreign Exchange Reserves 
Total Foreign Debt 
Annual Debt Service 
Current Account Deficit 
Exports (FOB) 

Primary Products 

Industrial Products 
Imports (FOB) 

Petroleum 

Intermediate Goods 

Capital Goods 

Consumer Goods 
Trade Balance 
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1/ All dollar figures for 1976 and 1977 were obtained by using average exchange 
rates for each period; respectively; 10.67 and 14.14 cruzeiros/dollar. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 
ment of Commerce. 


A Country Marketing Manager is responsible for a country 
cr group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 
extension. 


Area Extension 
Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 


Europe 


France and Benelux Countries 

Germany and Austria 

Italy, Greece and Turkey 

Nordic countries 

Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 

Tran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 





